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M. Chai rman and Menbers of the Committee

| have been asked to appear here today because of ny
responsibilities as Chairman of the Trustees of the
| nternati onal Accounting Standards Conmittee Foundation. W
Trustees are charged with oversight responsibilities and
appoi nting menbers of the International Accounting
St andards Board (1 ASB), the counterpart of the US FASB.

The essential point of the | ASC Foundation is to
encourage conmon “high quality” accounting standards right
around the world. Success wll require a high degree of
convergence between the US GAAP and i nternational
standards. Efforts to achieve that result — hopefully in
time full comonality -- are well underway.

One known obstacle to that end has becone even nore
evident in recent nonths. We are not dealing sinply with
“technical” or “professional” issues, difficult as they
are. Accounting standards need to be sensitive to
| egiti mate busi ness needs and practices. Both the FASB and
the | ASB have el aborate consultative and “due process”
practices to understand and hel p resol ve practi cal
operational questions. It is inpossible, however, to
satisfy the perceived particular preferences and interests
of every business, or of groups of businesses, and retain
any hope of accounting consistency and discipline.

As nmenbers of Congress are well aware, that sinple
truth does not discourage busi nesses that perceive adverse
consequences of a proposed accounting standard from
appeal ing decisions to political authorities.
Significantly, that has been the case in both Europe and
the United States in recent nonths. Some European banks and
i nsurance conpani es have been vi gorously protesting
portions of two inmportant international standards, |AS 32
and I AS 39, that, pending European Union approval, wl]l
becone bi nding | aw t hroughout the Union next year. Simlar
standards that have required accounting for financial



instrunments (included derivatives) are already an accepted
part of US GAAP, so European approval would be a key step
t oward achi evi ng conver gence.

At the sanme time, some US businesses are vigorously
urging you in the Congress to prevent, by |aw, expensing of
enpl oyee stock options, as FASB now proposes. Such a
requirenent is already agreed by the 1ASB, and will in al
I'i kel i hood be accepted and enforced in the European Union
and many other countries next year. Failure of FASB to
adopt a simlar approach will inevitably set back the work
t oward conver gence.

We thus have a clear illustration, on both sides of
the Atlantic, of why so nmuch enphasis has been pl aced on
t he need for professional independence in the decision-
maki ng processes of both FASB and | ASB. Pl ainly, sheer
political pressures in a national context will not, and
cannot, lead to either consistency or quality. The net
result of politicized national decisions would be to
weaken, perhaps irreparably, one of the foundation stones
of effective accounting practices in a rapidly globalizing
wor | d econony.

Every conpany operating internationally, investors and
anal ysts generally, and regul ators and governnents, share
strong interest in comon accounting standards in mjor
countries. In addition to the European Union itself, nost
ot her countries have signaled their intent to adopt
i nternational standards. But pieceneal rejection of key
standards — like IAS 39 in Europe or expensing enpl oyee
stock options in the United States — would clearly erode
t he basi c purpose of creating a “level playing field”,
confusing and fragnenting nmarkets and investors.

There is a broad area of agreenent anong accountants
and others that enployee stock options are an expense and
shoul d be so recorded in financial statements. | also
recogni ze there has been controversy and uncertainty as to
how to neasure that expense wi th reasonabl e precision and
consi stency.

The logic of both the US and international approach is
to delegate that difficult decision to the professional
standard setters. As a Trustee of the I ASC Foundation, it
is the responsibility of ny colleagues and ne to ensure
that the decision of the 1ASB is taken with due care, only



after extensive consultation, and using the Board' s best
prof essi onal judgnment. The Board itself, | should
enphasi ze, includes not only professional accountants but

al so persons experienced in the practical work of preparing
and anal yzing financial reports.

| trust that |egislators and other policy-makers both
in the United States and Europe will respect that carefully
concei ved process. To do otherwise will surely undercut al
that is being achieved toward convergence in accounting
standards around the world, a key ingredient of a well
functioning systemof international finance.

| suggest that, before acting, Senators and
Congressnen ask thensel ves two sinple questions:

“Do |l really want to substitute ny judgnment on an
i mportant but highly technical accounting principle for the
col l ective judgrment of a body carefully constructed to
assure professional integrity, relevant experience, and
i ndependence from parochial and political pressures?”

“Have | taken into account the adverse inpact of
overruling FASB on the carefully constructed effort to neet
the need, in a world of globalized finance, for a conmon
set of international accounting standards?”



